RN RETURN OF PERSONAL HOLDING CompaNy 1944

(UNDER SUBCHAPTER A, CHAPTER 2, INTERNAL REVENUE CODE)

For Calendar Year 1944 File
o e . Serial
or fiscal year beginning ... , 1944, and ending ... . , 1945 | Number ____
PRINT PLAINLY CORPORATION’S NAME AND ADDRESS District
(Cashier’s Stamp)
(Name)
Cash Check M. O.
(Street and numbex) -
First Payment
(City or town, postal zone number) (State) $ e
I Item and SUBCHAPTER A NET INCOME COMPUTATION (See Instruction H)
nstruction No.
1. Net income (as defined in chapter 1 of the Internal Revenue Code) $
2. Add: Contributions or gifts deducted in computing item 1. (See item 6, below)oooo oo
3. Excess of expenses and depreciation over income from property rot allowable under section
505(b) (From Schedule A) IS [
4, Net operating loss deducted in computing item 1.  (From Form 1120, item 27, page Deceeemeeeeeeoeooooooe o
5. Total of items 1 to 4, inclusive $ N
6. Less: Contributions or gifts paid. (From Schedule B). S|
7. Federal income, war-profits, and excess-profits taxes (not deducted in computing item 1).
(From Schedule C).. o o oo e e e e
8. Income and profits taxes paid to a foreign country or United States possession (not deducted
incomputing item 1)
9. Amounts paid in liquidation of liability of the corporation based on liability of a decedent to
make contributions or gifts. (Attach statement).... oo |

10. Subchapter A net income (item 5 minus total of items 6 to 9, inclusive)
UNDISTRIBUTED SUBCHAPTER A NET lNCOME COMPUTATION (See Instruction [)

11. Subchapter A net income (item 10, above) [ S N
12, Less: Dividends paid credit. (From Schedule D) I
13. Amounts used or irrevocably set aside to pay or retire indebtedness of any kind incurred
prior to' January 1, 1934,  (From Schedule E) R

14, Amounts distributed in redemption of certain preferred stock. (submit schedule) ' [ U N
15. Undistributed subchapter A net income (before applying section 504(c)) (item 11 minus total of items IZ 13, and 14) L S S
16. Less: Dividends paid after close of taxable year, excluding deficiency dividends as defined in section 506(c). (Astach

B S R
17. Undistributed subchapter A net income [ S
, COMPUTATION OF TAX - |
18. Surtax on portion of item 17, not in excess of $2,000, at 759, ; i $ —e.
19. Surtax on amount of item 17, in excess of $2,000, at 859, R R N
20, Total surtax due (total of items 18 and 19) - _ . , .

COMPUTATION OF ALTERNATIVE TAX

21. Undlstnbuted subchapter A net income (item 17, above) $
22. Net long-term capital gain, (From Schedule C, Form 1120)_ $ I N
23, Less: Net short-term capital loss. (From Schedule C, Form 1120y | I
24. Excess of net long-term capital gain over net short-term capital loss e I N
25, Undistributed subchapter A net income reduced by excess in item 24 $o R
26. Surtax on portion of item 25, not in excess of $2,000, at 759, ‘ S N
27. Surtax on portion of item 25, in excess of $2,000, at 859, S (R FR
28.. Partial surtax (item 26 plus item 27) $ N
29. 259, of item 24.  (See Footnote) » N I
30. Alternative tax (item 28 plus item 29) S
31. Tax liability (item 20 or 30, whichever is lesser) ' ’ $ e

FOOTNOTE—The computation set forth in item 29 is to be made and taken into account in item 30 and 31 only in those cases in which such a computation was not made and
taken into account in computing an alternative tax in Schedule C, Form 1120.

Furnish below the names and addresses of the individuals who owned, directly or indirectly at any time during the last half of the taxable vear more
than 50 percent in value of the outstanding capital stock of the corporation:

Highest percentage of shares owned during

Name Address last half of taxable year
Preferred Common
a
¢))
3)
)
L ) RO

AFFIDAVIT (See Instruction E)

We, the undersigned, president (or vice president, or other principal officer) and treasurer (or assistant treasurer, or chief accounting ofﬁcer) of the
corporation for which this return is made, being severally duly sworn, each for himself deposes and says that this return (including any accompanying
schedules and statements) has been examined by him and is, to the best of his knowledge and belief, a true, correct, and complete return, made in good
faith, for the taxable year stated, pursuant to the Internal Revenue Code and the regulations issued thereunder.

Subscribed and sworn to before me this

_______________ day of 194.__

(President or principal officer) (State title)
CORPORATE
SEAL

(Signature and title of officer administering oath) (Treasurer, Assistant Treasurer, or Chicf Accounting Officer) (State_title)

(If this return was prepared_by some person or persons other than officers or employees of the corporation, the following affidavit must be executed)
AFFIDAVIT (See Instruction E)

I/we swear (or affirm) that I/we prepared this return for the person named herein and that the return (including any accompanying schedules and

statements) is a true, correct, and complete statement of all the information respecting the tax liability imposed by section 500 of the Internal Revenue
Code of the person for whom this return has been prepared of which I/we have any knowledge.

Subscribed and sworn to before me this

(Signature of person preparing the return)

_______________ day of 194...

(Signature of person preparing the return)

(Signature and title of officer administering oath) 16—41060-1 (Name of firm or employer, if any)



Schedule A.~EXCESS OF EXPENSES AND DEPRECIATION OVER INCOME FROM PROPERTY NOT ALLOWABLE UNDER SECTION 595 (b).

(See Instruction 3§

1. Kind of Property ZDate | 3, Costor Other Basis | 4. Depreciation > Rﬁ:;g;ﬁ%i&g,z%“&%m 6 ;ﬁ;ﬁi{,&%}%}éﬁﬁ,ﬁ’;gm 7. Jcams fom Rent o | Excess Clun .
(@) & $ $ $ $ $
(b).
©
) DS SO SN R
Total excess of expenses and depreciation over rent or other compensation. (Enter as item 3, first page) $

Explanation of expenses entered in column 5

State the names and addresses of persons from whom rentor other compensation was received for the use of, or the right to use, each property

Schedule B.~~CONTRIBUTIONS OR GIFTS PAID. (See Instruction 6)

Name and Address of Organization Amount Name and Address of Organi‘zation Amount
Total. (Enter as item 6, first page, subject to 15 percent limitation) $
Schedule C.—~FEDERAL INCOME, WAR-PROFITS, AND EXCESS-PROFITS TAXES. (See Instruction 7)
Nature of Tax Taxable Year Amount Nature of Tax Taxable Year Amount
Total. (Enter as item 7, first page) $

NOTE 1.—Do not include surtaxes imposed by sections 102 and 500 of the Internal Revenue Code, or by the corresponding sections of a prior income tax law.

NOTE 2.—The declared value excess-profits tax imposed by section 600 of the Internal Revenue Code should not be included here and taken as a deduction in item 7, first page of this
return, but should be taken as a deduction in computing the amount entered as item 1, first page of this return.

Schedule D.~~DIVIDENDS PAID CREDIT.

(See Instruction 12)

1. Taxable dividends paid, excluding () dividends claimed in the preceding year under section 504(c), and (8) deficiency dividends

as defined in section 506(c)

2. Consent dividends credit, (Submit schedule)

3. Taxable distributions (total of lines 1 and 2}

5. Bank affiliate credit.

$

b S N
4. Net operating loss of preceding taxable year (not in excess of the subchapter A net income), (Submit schedule) $
6. Total of lines 4 and 5, or subchapter A net income, whichever is less $ ——_—
7. Dividend carry-over from first and second preceding taxable years. (Submit schedule of computation) $ |,
8. Dividends paid credit (total of lines 3, 6, and 7). (Enter as item 12, first page) S N

Schedule E~~AMOUNTS USED OR SET ASIDE TO PAY OR RETIRE INDEBTEDNESS INCURRED PRIOR TO JANUARY 1, 1934,

(See Instruction 13)

i II 111
1. Description of indebtedness
2. Date incurred or assumed
3. Date due
4. Original amount of indebtedness [ S T $ | $
5. Amount used or set aside prior to January 1, 1934, to pay or retire such indebt-
eanqg __________________________________________________________________
6. Excess of indebtedness on January 1, 1934, over total amount used or set
aside prior to that date to pay or retire such indebtedness $ S S
1934 $oe | $ |
1935 | e e e
1936 | e
. ) . . 1937 | e e
7. Amounts used or set aside to retire such indebtedness during the follow- 1938
ing calendar years, or during fiscal years beginning in such calendar 939 | e I
years ’! 9 40— [ N M R N A, S
1941 ) SN P U, A
1942 4 e
1943__|. S T R N
8. Amount used or irrevocably set aside during the taxable vear covered by this
return to pay or retire such indebtedness O O T F I, I
9. Total of lines 7 and & $ S S
10. Balance of indebtedness (line 6 minus line 9) S| $ | $ ]
t1. Indicate separately:
(@) Amounit actually used during the taxable year covered by this return
to pay or retire the indebtedness $ I $i i $ _
(5) Amount irrevocably set aside during the taxable year covered by this
return to pay or retire the indebtedness, but not actually used dur-
ing the taxable year for such purpose $ $ S
12. Portions of amounts entered on line 8 above, claimed as deductions for the
taxable year covered by this return. {(Enter total as item 13, first page).___. $ . S $

Indicate by check mark whether the deduction claimed in item 13, first page of this return, represents:

A [ Amount actually used during the tazable year to pay or retire the

indebtedness;

B [0 Amount irrevocably set aside during the taxable year to pay or retire the indebtedness; or

C O Combination of both A and B.

There must be furnished all of the facts and circumstances upon which the taxpayer relies to establish the reasonableness of the amount claimed as a
deduction. Describe fully the plan for payment or retirement of the obligations, indicating date and method of adoption, and, where the plan is covered
by a mandatory sinking fund agreement or similer arrangement, submit a copy of the indenture or agreement by which the fund was established and under

which it is maintained

If the amount claimed as a deduction in item 13, first page of this return, represents an amount irrevocably set aside to pay or retire the indebtedness,

explain fully the circumstances and method by which it was irrevocably set aside

16410501
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INSTRUCTIONS FOR FORM 1120H

1944  UNITED STATES RETURN OF PERSONAL HOLDING COMPANY 1944

(UNDER SUBCHAPTER A, CHAPTER 2, INTERNAL REVENUE CODE)

(References are to the Internal Revenue Code, unless otherwise noted)

Taxpayers will find it helpful to read General Instructions (A) to (J) before commencing to fill in their returns and
to read the Specific Instructions in connection with filling in the items to which they refer.

GENERAL INSTRUCTIONS

(A) Corporations which must make retmrn on Form 1120H.—Every cor-
poration which comes within the classification of a “personal holding com-
pany” as defined in section 501 which reads as follows:

“(a) GENERAL RULE.~For the purposes of this subchapter and chapter 1, the {erm ‘personal
holding company’ means any corporation if—

“(1) Gross income requirement.—At least 80 per centum of its gross income for the taxable year is
personal holding company income as defined in section 502; but if the corporation is a personal holding
company with respect to any taxzable year beginning after December 31, 1936, then, for each sub-
sequent taxable year, the minimum percentage shall be 70 per centum in lieu of 80 g)er centum, until
a taxable year during the whole of the last half of which,the stock ownership required by paragraph (2)
does not exist, or until the expiration of three consecutive taxable years in each of which Jess than
70 per centum of the gross income is personal holding company income; and

“(2) Stock ownership requirement.—A$ any time during the last half of the taxable year more than
gg pe% ceqtudlp l(!il value of its outstanding stock is owned, directly or indirectly, by or for not more

an 1ive inaivi t .

#(b) ExcepTIONS,—The term, ‘personal holding&eompany? does not include a corporation exempt
from taxation under section 101, a bank as defined in section 104, a life insurance company, a surety
company, or 8 foreign personal holding company asdefined insection 331, oralicensed personal finance

company, under State supervision, at least 80 per centum of, the gross income of which is lawful
interest received from individuals each of whose indebtedness fo such company did not at any time
during the taxable year exceed $300 in principal amount, if such interest is not payable in advance or
compounded and is computed only on unpaid balances, or & loan or investment corporation, a sub-
stantial part of the business of which consists of receiving funds not subject to check and evidenced
by installment or fully paid certificates of indebtedness or investment, and making loans and dis-
counts, and the loans to a person who is a shareholder in such corporation during such taxable year
by or for whom 10 per centum or more in value of its outstanding stock is owned directly or in-
directly (including in the case of an individual, stock owned by the members of his family as defined
I msectlgn 503(a)(2)) outstanding at any time during such year do not exceed $5,000 in principal

ount. o

-%(c) CorPORATIONS MAKING TONsOLIDATED RETURNS~—If the common parent corporation of
an affiliated group of corporations making a consolidated return under the provisions of section 141
satisfies the stock ownership requirement provided in section &01(a)(2), énd the income of such
affiliated group, determined as provided ingection 141, satisfies the gross incomerequirement provided
in section 501(a) (1), such affiliated group shall be subject to the surtax imposed by this subchapter,
The preceding sentence shall apply only if the common parent corporation is a common parent of
an affiliated group of railroad corporations which would be eligible to file consolidated returns un-
der section 141 prior to its amendment by the Revenue Act of 1942.” Cge .

A foreign’ corporation, whether resident or nonresident; which s classified
&g a personal holding company under section 501 (nob including a foreign
personal holding company as defined in section 331) is subject to the tax
imposed by section 500 with respect {o its income from sources within the
United States even though such income is not fixed or determinable annual
or periodical income specified in section 231(a). (See section 119.) The
term “personal holding company’’ as used in subchapter A does not include a
foreign corporation if (1) its gross income from sources within the United
States for the period specified in section 119(a)(2) (B) is less than 50 percent
of its total gross income from all sources and (2) all of its stock outstanding
during the last half of the taxable year is owned by nonresident alien indi-

viduals, whether directly or indirectly through other foreign corporations.

. Personal holding company éncome~—~The term *personal holding company
incomg" ifs defined by section 502 as the portion of the gross income which
consists of: s

“(a) Dividends, interest (other than interest constituting rent as defined in subsection (g)),
royalties (other than mineral, oil, or gas royalties), annuities. 3

“(b) STOCE AND SECURITIES TBANSACTIONS.-—Except in the Gasp of regular dealers in stock or
securities, gains from the sale or exchange of 'stock or securities. )

“(c) COMMODITIES TRANSACTIONS.—QGains from futures transactions in any commodity on or
subject to the rules of a board of trade or com.moditY exchange. This subsection shall not agply
to gains by & producer, processor, merchant, or handler of the commodity which arise out of bona
fide hedging transactions reasonably necessary to the conduct of its business in the manner in which
such business is customarily and usually conducted by others,

“(d) EsTaTES AND TRUSTS —Amounts includible in eomputing the net income of the corporation
m;dgr Su%)pletment E of chapter 1; and gains from the sale or other disposition of any interest in an
estate or trust.

“(e) PERSONAL SERVICE CONTRACIS.~—(1) Amounts received under a contract under which the
corporation is to ish personal services; If some person other than the corporation has the right
to designate (by name or by description) the individual who is to perform the services, or if the
individual who is to perform the services is designated (by name or by description) in the contract;
and (2) amounts received from the sale or other disposition of such a contract. This subsection
shall apply with respect to amounts received for services under a particular contract only if at some
time during the taxable year 25 per centum or more in value of the outstanding stock of the corpora-
tion is owned, directly or indirectly, by or for the individual who has performed, is to perform, or
may be designated (by name or by description) as the one to perform, such services.

“(f) USE OF CORPORATION PROPERTY BY SHAREHOLDER.—Amounts received as compensation
(however designated and from whomsoever received) for the use of, or right to use, property of the
corporation in any case where, at any time during the taxable year, 25 per centum or more in value
of the outstanding stock of the corporation is owned, directly or indirectly, by or for an individual
entitled to the use of the property; whether such ngﬁt is obtained directly from the corporation or
by means of & sublease or other arrangement.

“(g) RENTS.—Rents, unless constituting 50 per centum or more of the gross income. For the pur-
poses of this subsection the term “rents’” means compensation, however designated, for the use of,
or right to use, property, and the interest on debts owed to the corporation, to the extent such debts
represent the price for which real property held primarily for sale to customers in the ordinary course
of its trade or business was sold or exchanged by the corporation; but does not include amounts
constituting personal holding company income under subsection (f). L

“(h) MINERAL, OIL, OB (JAs ROYALTIES.—Mineral, oil, or gas royslties; unless (1) constitutin
50 per centum or more of the gross income and (2) the &educf,ions allowable under section 23(a
(relating to expenses) other than compensation for personal services rendered by shareholders, con-
stitute 15 per centum or more of the gross income.”

Stock ownership.—~Section 503 contains the following provision with refe .

erence to stock ownership:

#(g) QONITRUCTIVE OWNERSHIP.~For the purpose of determining whether & corporation is a
pers(ol)ml holding company, insofar as such detelx)mill’mtion is based on stock ownership under section
501(a) (2), section 502(e), or section 502(f)— .

(1) Stock mot owned by individual.—Stock owned, directly or indirectly, by or for a corporation,
partnership, estate, or trust shall be considered as being owned, proportionately by its shareholders,
partners, or beneficiaries. . . .

“(2) Family and partnership ownership~An individual shall be considered a3 owning the stock
owned, directly or indirectly, by or for his family or by or for his partner., For the purposes of this
paragraph the family of an individual includes only his brothers and sisters (whether by the whole
‘glood), spouse, ancestors; and lineal descendants, .

s(3) Options—If anly person has an option to acquire stock such stock shall be considered ag
owned by such person. For the purposes of this parr%;giraph an option to acquire such an option, and

_pach one of a series of such options, shall be considered as an option to acquire such stock.

€4y Application of family-parinership end option rules—~Paragraphs (2) and (3) shall be applied—

#s(A) For the purposes of the stock ownership requirement provided in section 501(a)(2), if, but only
if, the effect is to make the corporation 2 personal holding company; )

«(B) For the purposes of section 502(e) (relating to personal service contracts), or of section 502(f)
(relating to the use of prolx)aerty by shareholders), if, but only if, the effect is to make the amounts
therein referred to includible under such subsection ag %aersonal holding comupany income,

“(5) Comstructive ownership as actual ownership.—Stock constructively owned by & person by
reason of the application of paragraph (1) or (3) , for the purpose of applying é)aragraph_ (2 or
(2), be treated as actually owned by such person; but stock constmctxveg owned by an individual
Dby reason of the application of paragraph (2) shall not be treated as owned by him for the gmrpose of
again applying such paragraph in order to make another the constructive owner of such stock,

“(6) Option rule in licu of Jamily and partnership yule~—1If stock may be considered as owned by

-an i:ﬁiividual under either paragraph (2) or (3). it shall be considered as owned by him under para~

raph (3). : .

F f‘l()b) (O)ommmm SecuriTIEs.~Outstanding securities convertible into stocks (whether or not
convertible during. the taxable year) shall be considered as outsta'ndmﬁtock-—

s(1) For the purpose of the stock ownership requirement provided in section 501(a)(2), but only
if the effect of the inclusion of all sgch securities is to the corporation a personal holding
company; G e fiRY < . "

4(2) ¥orthe o0se of section 502(e) (relating to personal service contracts), but only if the effect
of t!<:) inclusion%‘;?ll (ﬁﬁ gecurities i3 to( make 1%19 a(nlmunts therein referred to includible under such
subsection as personal holding company income; ant ..

5(3) For thg purpose of section 502(f) (relating to the use of property by shareholders), but only if

_ the effect gf tht? inclusion of all s;llcl!l: ﬁgx?mes is to make the amounts therein referred to includible
' under such subsection as personal holding company income, . .

$The requirement in pagagraphs (1), (2), and (3) that all convertiblesecurities must beincluded it
any are to be included shall be subject to the exception that, where some of the outstanding securities
are convertible only after a later date than in the case of others, the class having the earlier conver-
slon date may be included although the others are not included, but no convertible securities shall be
included unless all outstanding securities having a prior conversion date are also included.”

(B) Period to be covered by return.—Returns shall be filed for the calendar
year 1944 or fiseal year beginning in 1944 and ending in 1945. A fiscal year
must end on the last day of a calendar month other than December.

The established aceounting period must be adhered to for all years unless
permission is received from the Commissioner to make a change.
application for a change should be made on Form 1128 and forwarded to the
Commissioner of Internal Revenue, Washington 25, D. C., prior to the ex-
piration of 60 days from the close of the proposed period for which & re-
turn would be required to effect the change.

(C) Basis of return.—If your bobks of account are kept on the acerual
basis, report all income accrued, even though it has not been actually re-
ceived or entered on the books, and expenses incurred instead of expenses

| paid. If your books are not kept on the accrual basis, or if you kept no

books, make your return on & cash basis and report all income received or
construetively received, such as bank interest credited to your account and
coupon bond interest matured, and report expenses actually paid.

(D) When and where return must be filed.—Returns must be filed on or
before the 15th day of the third month following the close of the taxable

| year with the collector for the distriet in which the corporation’s principal

place of business or principal office or agency is located. In the case of a
foreign corporation engaged in business within the United States but not
having an office or place of business therein, the return shall be filed on or
before the 15th day of the sixth month folfowing the close of the taxable
year with the Collector of Internal Revenue, Baltimore 2, Md.

(E) Signatures and verification.—~—The return shall be sworn to by the
president, vice president, or other prineipal officer, and by the treasurer,
assistant treasurer, or chief accounting officer. . Where the return is actually
prepared by some person or persons other than officers or employees of the
gor%)ora,tion, such person or persons must execute the affidavit at the foot of

rst page.

(F) When and to whom tax must be paid.—The tax must be paid in full
when the return is filed, or in four equal installments, as follows: On or
before the 15th day of the third month; on or before the 15th day of the
sixth month; on or before the 15th day of the ninth month; and on or before
the 15th day of the twelfth month following the close of the taxable year.

If any installment is not paid on or before the date fixed for its payment,
the whole amount of the tax unpaid shall be paid upon notice and demand
by the collector.

The tax may be paid by sending or bringing with the return a check or
money order drawn to the order of “Collector of Internal Revenue.” Do
not send cash by mail, or pay it in person except at the collector’s office.

(@) Penalties.—For failure to make and file return on time.—Five percent
to 25 percent of the amount of the tax, unless such failure is due to reasonable
cause, and, in addition, where failure is willful, a fine of not more than
$10,000 or imprisonment for not more than 1 year, or both, together with
the costs of prosecution.

For willfully attempting to evade or defeat payment of the tax.——Not more
than $10,000 or imprisonment for not more 5 years, or both, together
with the costs of prosecution.

For deficiency due to negligence or fraud.—Five percent of the amount of
the deficiency if due to negligence or intentional disregard of rules and
regulations without intent to defraud, or 50 percent of the amount of the
deficiency if due to fraud.

(H) Definition of Subchapter A Net Income.—Section '505 defines the
term. “Subchapter A Net Income’ for the purposes of subchapter A as the
net income, with the following adjustments:

"ga) ADDITONAL DEDUCTIONS.—There shall be allowed as deductions—

¢(1) Federal income, war-profits, and excess-profits taxes paid or accrued during the taxable year
to the extent not allowed as a deduction under section 23; but not including the tax imposed by sec~
tion 102, section 500, or a section of a prior income-tax law corresponding to either of such sections.

“(2) 1In lisu of the deduction allowed by section 23(q), contributions or gifts, payment of which is
made within the taxable year to or for the use of donees described in section 23(q) for the purposes
therein specified, to an amount which does not exceed, 15 per centum of the taxpayer’s net income,

omputed without the benefit of this paragraph and section , and without the deduction o
o ted without the benefit of thi h and section 23( d without the deducti f
the amount disallowed under subsection (b) of this section.

“(3) In the case of a corporation organized prior to January 1, 1936, to take over the assets and
iabilities of the estate of a decedent, amounts paid in liquidation of any liability of the corporation
liabilities of the estate of a dt t ts paid in liquidati £ liability of th
based on the liability of the decedent to make contributions or gifts to or for the use of donees described
in section 23(o) for the purposes therein specified, to the extent such liability of the decedent existed
prior to January 1, 1034. No deduction shall be allowed under paragraph (2) of this subsection for
o taxable year for which a deduction is allowed under this paragraph.

;;(tb) I%EDUC'HONS No&r A%Owggd?%tagggg%m of the; deducgiogs alloged g;ldg f}elction 23t(a),
relating to expenses, and section y ing to depreciation, which are allocable e operation
and maintenance of property owned or operated by the corperation, shall be allowed only in an
amount equal o the rent or other compensation received for the use of, or the right to use, the prop-
erty, unless it is established (under regulations prescribed by the Commissioner with the approval
of the Secretary) to the satisfaction of the Commissioner:

“(1) That the rent or other compensation received was the highest obtainable, or, if none was
received, that none was obtainable;

“22) That the property was held in the course of a business carried on bona fide for profif; and

#(3) Either that there was reasonable expectation that the operation of the property would result
in a profit, or that the property was necessary to the conduct of the business.

¢“(c) NET L0ss CARRY-OVER DISALLOWED.—The deduction for net operating losses provided in
section 23(s) shall not be allowed. i

4(d) 1941 CaprtAL Loss CARRY-OVER DENIED.~The net income shall be computed without
regard to section 117(e)(2). . .

“(e) INCOME NOT PLACED QN ANNUAL Basis.~The net income shall be computed without
regard to section 47(c).”

(I) Definition of undistributed subchapter A net income.—Section 504
defines the term “undistributed subchapter A net income” as the sub-
chapter A net income (as defined in section 505) minus—

¢(a) The amount of the dividends paid credit provided in section 27(a) without the benefit of
paragraphs (3) and (4) thereof (computed without its reduction, under section 27(b) (1), by the amoung
of the credit provided in section 26(a), relating to interest on certain obligations of the United States
and Government corporations); but, in the computation of the dividends paid credit for the purposes
of this subchapter, the amount allowed under subsection (¢) of this section or of section 405 of the
Revenue Act of 1938 in the computation of the tax under this subchapter or under Title IA of the
Revenue Act of 1938 for any preceding taxable year beginning after December 31, 1937, shall be con-
sidered asadividend paid insuch preceding taxable year and not in the year of distribution;

“(b) Amounts used or irrevocably set aside to pay or to retire indebtedness of any kind incurred
pr(iiozi) \%g dl anuary 1, 1934, if such amounts are reasonable with reference to the size and terms of such
indebtedness;

“(c) Dividends paid after the close of the taxable year and before the 15th day of the third month
following the close of the taxable year, if claimed under this subsection in the return, but only to the
extent to which such dividends would have been includible in the computation of the basic surtax
credit for the taxable year if distributed during such taxable year; but the amount allowed under
this subsection shall not exceed either: _ 5

“(1) The undistributed subchapter A net income for the tazable year computed without regard
to this subsection; or

(2) 10 per centum of the sum of—

“(A) The dividends paid during the taxable year (reduced by the amount allowed under this
subsection in the computation of the tax under this subchapter for the tazable year preceding the
taxable year or, in the case of a taxable year beginning in 1939, by the amount allowed under sec-
tion 405(c) of the Revenue Act of 1938 in the computation of the tax under Title IA of such Act for
a taxable isﬁ:ar beginning prior to January 1, 1939); and

“(B) The consent; dividends credit for the taxable year. 16~—41050-1




i#(d) Amounts distributed before January 1, 1944, in redemption of preferred stock outstanding
before January 1, 1934 (including any preferred stock issued after January 1, 1934, in lieu of such
previously outstanding preferred stock) if such distributions are made by a corporation the aggre-
gate of whose gross sales and gross receipts arising from manufacturing, commercial, processing, and
service operations during the four-year period immediately before January 1, 1934, exceeded tho
aggregate of its gross receipts from dividends, interest, royalties, annuities, and geins from the sale
or exchange of stock or securities during such period.”

(J) Definition of gross income of certain insurance companies for personal

holding company tax.—The term ‘‘gross income,” as used in subchapter A,

| means, in the case of an insurance company other than life or mutual, the

gross income, as defined in section 204(b)(1), increased by the amount of

i losses incurred, as defined in section 204(b)(6), and the amount of expenses

incurred, as defined in section 204(b)(7), and decreased by the amount de-
dg:]:‘t)ible under section 204(c)(7) (relating to taxz-free interest). (See section
507.

SPECIFIC INSTRUCTIONS

The following instructions are numbered to correspend with item numbers on the first page of the return

1. Net income.—Enter the net income, for the taxable year computed
in accordance with the provisions of chapter 1, but without regard to sec-
tion 47(c) (relating to income placed on an annual basis). In the case of
domestic and resident foreign corporations engaged in trade or business in
the United States, this item, except as noted above, is the amount shown
as item 36, page 1, Form 1120.

In the case of a nonresident foreign corporation (not engaged in trade or
business within the United States) which qualifies as a personal holding com-
pany under section 501 but not as a foreign personal holding company un-
der section 831, the amount to be entered in item 1 as the net income must
be computed under section 119 rather than under section 231(a). Net in-
come so computed will reflect, in addition to income from all other sources
within the United States, gaing from sales or exchanges made within the
United States of capital assets including stocks, securities, and commodities.
Although such gains are not subject to normal tax under section 231(a),
gha%ter 1, they are subject to the surtax imposed by section 500, subchap-

er A,

2. Contributions or gifts deducted under seciion 23(q).—Section 23(q)
provides for the deduction of contributions or gifts paid within the taxable
year to the extent of 5 percent of the net income computed without the bene-
fit of sueh deduction while section 505 provides that in computing sub-
chapter A net income there shall be allowed in licu of the deduection allowed
by section 23(q) contributions or gifts of specified types paid within the
taxable year to an amount which does not exceed 15 percent of the net
income computed without the benefit of such deduetion and the deduction
allowed under section 23(q), and without the deduction of the amount
disallowed under section 505(b). Provision for deduction of the larger
allowance is made in item 6 and in order to show the amount of income

upon which the increased limitation is based the amount allowed under

seetion 23(q) and deducted in computing nef income under chapter 1 (item 1)
should be entered as item 2. (See Specific Instruction 6.)

allowable under section 505(b)—Section 505(b) provides as follows:

“(b) DEDUCTIONS NOT ALLOWED.—The aggregate of the deduetions allowed under section 23(a),
relating to expenses, and section 23(1), relating to depreciation, which are allocable to the operation
and maintenance of property owned or operated by the corporation, shall be allowed only in an
amount equal to the rent or other compensation received for the use of, or the right to use, the prop-
erty, unless it is established (under regulations prescribed by the Commissioner with the approval
of the Secretary) to the satisfaction of the Commissioner:

(1) That the rent or other compensation received was the highest obtainable, or, if none was re-
ceived, that none was obtainable; .

“(2) That the property was held in the course of a business carried on bona fide for profit; and

¢(3) Either that there was reasonable expectation that the operation of the property would result
in a profit, or that the property was necessary to the conduct of the business.”

If the corporation derived rent or other compensation for the use or right :

to use property which was less than the sum of the expenses incurred in
connection therewith and deductible under section 23(a) and the deprecia-
tion allowable under section 23(1), Schedule A should be filled in and the
excess of the expenses and depreciation over the rent or other compensa-
tion shown therein should be entered as item 3, first page of the return,
unless the corporation is prepared to establish the propriety of the deduection
to the satisfaction of the Commissioner.

The burden of proof will rest upon the taxpayer to sustain the deduction
of the aggregate of the expenses allowed under section 23(2) and deprecia~
tion allowed under section 23(1) in excess of the rent or other compensation
derived from the property. A corporation claiming such excess deductions
shall, in lieu of filling in Schedule A, attach to the return a statement setting
forth its claim for allowance of the deductions together with a complete
statement of facts, circumstances, and arguments on which it relies in
support of the deductions. Such statement shall include:

\a) A description of the property;

(b) The cost or other basis to the eorporation and the nature and value
of the consideration paid for the property;

(¢) The name and address of the person from whom acquired and the
date thereof;

(d) The name and address of the person to whom leased or rented, or
the person permitted to use the property, and the number of shares of
stock, if any, held by such person and the members of his family;

(¢) The nature (cash, securities, services, ete.) and gross amount of the
rent or other compensation received or accrued for the use of, or the right
to use, the property during the taxable year and for each of the five pre-
ceding years and the amount of the expenses incurred with respect to, and
the depreciation sustained on, the property for such years;

(/) Evidence that the rent or other compensation was the highest obtain-
able and if none was received or accrued, a statement of the reasons therefor;

{9) A copy of the contract, lease, or rental agreement;

(h) The purpose for which the property was used;

(?) The business carried on by the corporation with respeet to which
the property was held and the gross income, expenses, and net income
derived from the conduct of such business for the taxable year and for each
of the five preceding years;

(j) A statement of any reasons which existed for expectation that the
operation of the property would be profitable, or & statement of the necessity
for the use of the property in the business of the corporation and the reasons
why the property was acquired;

(%) Any other information on which the eorporation relies.

6. Contributions or gifts deductible under section 505(a)(2).—As noted
under Specific Instruction 2 above, the amount dedueted under section 23(q)
in computing net income under chapter 1 is to be restored to income under
item 2. Furnish in Schedule B details of the contributions or gifts paid
within the taxable year to or for the use of donees deseribed in seetion 23(q),
and enter the total amount thereof as item 6 except where such total
exceeds 15 percent of item 5 minus item 4, in which case the amount to be
entered as item 6 is 15 percent of item 5 minus item 4.

If a deduction is claimed in item 9, no deduction is allowable in item 6.
(See section 505(a) (3).)

7. Federal income, war-profits, and excess-profits taxes.—Section 505(a)
{1) provides that there shall be allowed as additional deductions:

(1) Federal income, war-profits, and excess-profits taxes paid or accrued during the taxable year
to the extent not allowed as a deduction under section 23; but not including the tax imposed by sec-
tion 102, section 500, or a section of a prior income-tax law corresponding to either of such sections.”
: Fux'}nish details of such items in Sechedule C and enter the total amount in

tem 7.

8. Income and profits taxes of a foreign country or United States posses-
sion.—The foreign tax credit permitted to domestic corporations by seetion
131 with respect to the taxes imposed by chapter 1 is not allowed as a credit
with respect to the surtax imposed by section 560. However, the deduction
under section 23(c)(2) of income, war-profits, and excess-profits taxes im-
posed by the authority of any foreign country or possession of the United

| dends’” is permitted.
3. Excess of expenses and depreciation over income from property hot |

1 discharge of indebtedness.

States is permitted for the purpose of computing the undistributed sub-
chapter A net income subject to the surtax imposed by section 500 even
though the taxpayer claims a credit for such taxes against the taxes imposed
by chapter 1.

Domestic corporations should enter in item 8 the amount of such taxes
shown on line 4, Schedule M, Form 1120, where any portion thereof has
been claimed as a credit in item 43, page 1, Form 1120, but if such corpora-
tions have eclaimed such taxes as deductions under section 23(c)(2) in
computing net income subject to tax under chapter 1, no entry should be
made in item 8.

Foreign corporations should treat such taxes as deductions to be allocated
in accordance with seetion 119 in the computation of net income from sources
within the United States and in such cases taxes of this nature will be re-
flected in the net income stated in item 1 instead of being stated separately as
a deduection in item 9.

9. Amounts paid in] ligquidation of liability of a corporation based on lia-
bility of a decedent to make contributions or gifts.—Section 505(a)(3) pro-
vides for the following deduction:

“(3) In the case of a corporation organized prior to January 1, 1936, to take over the assets and
liabilities of the estate of a decedent, amounts paid in liquidation of any liability of the corporation
based on the liability of the decedent to make contributions or gifts to or for the use of donees deseribed
in section 23(o) for the purposes therein specified, to the extent such liability of the decedent existed
prior to January 1, 1934, No deduction shall be allowed under paragraph (2) of this subsection for
a taxable year for which a deduction is allowed under this paragraph.”

(Paragraph (2) relates to the limited deduction for contributions or gifts
paid. See Specific Instruction 6.) . .

Any deduction claimed under this provision of law must be fully explained
in a statement attached to the return.

12. Dividends paid credit.—Enter as item 12 the amount of the dividends
paid credit as computed in Schedule D. (See also General Instruction I.)
No duplication of eredit allowances with respect to any ‘‘deficiency divi-
If a corporation claims and receives the benefit of the
provisions of section 506 based upon a distribution of ‘“‘deficiency dividends,”
that distribution does not become 3 part of the basic surtax credit for the

| purposes of subchapter A of chapter 2.

13. Amount used or irrevocably set aside to pay or retire indebtedness
of any kind incurred prior to January 1, 1934.—Enter as item 13 the total
amount reflected in line 12, Schedule E. Section 504(b) provides that in
determining ‘‘undistributed subchapter A net income’ there shall be de-
ducted amounts used or irrevocably set aside to pay or to retire indebtedness
of any kind incurred prior to January 1, 1934, if such amounts are reasonable
with reference to the size and terms of such indebtedness.

Indebtedness—The term “indebtedness’” means an obligation, absolute
and not contingent, to pay, on demand or within a given time, in cash or
other medium, a fixed amount. The term ‘‘indebtedness’’ does not include
the obligation of a corporation on its eapital stock.

The indebtedness must have been incurred (or, if incurred by assumption,
assumed) by the taxpayer prior to January 1, 1934. An indebtedness evi-
denced by bonds, notes, or other obligations issued by a corporation is
ordinarily incurred as of the date such obligations are issued, and the amount
of such indebiedness is the amount represented by tha face value of the
obligations. In the case of renewal or other changes in the form of an
indebtedness, so long as the relationship of debtor and creditor continues
between the taxpayer and his creditor, the giving of a new promise to pay
by the taxpayer will not have the effect of changing the date the indebtedness
was incurred.

Amounts used or irrevocably set aside—The deduction is allowable, in any
taxable year, only for amounts used or irrevocably set aside in that year.
The use or irrevocable setting aside must be to effect the extinguishment or
Since, therefore, in the case of renewal and other
changes in the form of an indebtedness, the relationship of debtor and
creditor continues between the taxpayer and his creditor, the mere giving
of & new promise to pay by the taxpayer will not result in an allowable
deduction. If amounfs are set aside in one year, no deduction is allowable
for such amounts for a later year in which actually paid. As long as all
other conditions are satisfied, the aggregate amount allowable as a deduc-
tion for any taxable year includes all amounts (from whatever source) used
and, as well, all amounts (from whatever source) irrevocably set aside,
irrespective of whether in cash or other medium. Double deductions are
not permitted. '

Reasonableness of the amounts with reference to the size and terms of the
indebtedness.—The reasonableness of the amounts used or irrevocably set
aside must be determined by reference to the size and terms of the particular
indebtedness. Hence, all the facts and circumstances with respect to the
nature, scope, conditions, amount, maturity, and other terms of the par-
ticular indebtedness must be shown in each case.

Ordinarily an amount used to pay or retire an indebtedness, in whole or
in part, at or prior to the maturity and in accordance with the terms thereof
will be considered reasonable, and may be allowable as a deduction for the
vear in which so used, if nc adjustment is required by reason of an amount
get aside in a prior year for payment or retirement of the same indebtedness.

All amounts irrevocably set aside for the payment or retirement of an
indebtedness in accordance with and pursuant to the terms of the obliga-~
tion, for example, the annual contribution to trustees required by a man-
datory sinking fund agreement, will be considered as complying with the
statutory requirement of reasonableness. To be considered reasonable, it is
not necessary that the plan of retirement provide for g retroactive setting
aside of amounts for years prior to that in which the plan is adopted. How-
ever, if a voluntary plan was adopted prior to 1934, no adjustment is allow-
able in respect of the amounts set aside in the years prior to 1934.

General—The burden of proof will rest upon the taxpayer to sustain the
deduction claimed. Therefore, the taxpayer must furnish the information
required by Schedule E of the return and such other information as the
Commissioner may require in substantiation of the deduction claimed.

14. Amounts distributed in redempiion of certain preferred stock.—See
section 504(d), quoted under General Instruction I.

16. Dividends paid after close of taxable year, excluding deficiency divi-
dends as defined in sectien 506(c).—Enter as item 16 the amount of divi-
dends paid after the close of the taxable year and before the fifteenth day of
the third month thereafter, if claimed under section 504(c) in the return,
but only to the extent and subject to the limitations contained in that
section. (See General Instruction I.)

No duplication of credit allowances with respect to any ‘‘deficiency divi-
dends” is permitted. If a corporation claims and receives the benefit of the
provisions of section 506 based upon a distribution of ‘“deficiency dividends,”
that distribution is not made the basis of the 2%-month carry-back credit

provided for in section 504(c). 16—41050-1  U. S. COVERNMENT PRINTING OFFICE



